International 
—— Information 
Series 


44 hm 
Sse” 


Foreign Economic Trends 
and Their Implications 
for the United States 


SWITZERLAND 


FET -860-133 
FREQUENCY : SEMIANNUAL 
SUPERSEDES: 80-072 


PREPARED BY 
AMERICAN EMBASSY BERN 


U.S. DEPARTMENT OF COMMERCE 


International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual sub- 
scription, $50. Foreign mailing, $12.50 additional. Single copies, 50 cents, available from Publications Sales 
Branch, Room 1617, U.S. Department of Commerce, Washington D.C. 20230. 





2 
KEY ECONOMIC INDICATORS - SWITZERLAND 


Exchange rate as of October 21, 1980: 
us$ 1.00 = SF 1.6555 


PCT CHANGE 
1) 


1978 1979 +1980"? += 78/77 ~—«*79/78 +~—-80/79° 
INCOME. PRODUCTION, EMPLOYMENT 


GNP at current prices (SF millions) 157,370 164,615 4.6 


Private consumption 95,280 100,590 5.6 
Government consumption 19,590 20,670 : 5.5 
Fixed investment 32,980 37,525 3.8 
GNP at 1970 prices (SF millions) 100,215 102,730 : a 
Per capita GNP (current prices, SF) 24,834 25,899 3 
Savings as pct of disposable income 4.9 3.8 
Employment (1000 - excluding 
agriculture) 1Q 2,717 2,7h1 
‘Unemployment 9/80 0.4 0.3 


INDICES: 

New industrial orders, level (1975 = 

100) 3) 118.4 130.1 134.7 
Industrial production (1963 = 100) 146 148 158 
Retails sales value (1949 = 100), 

7/80 4) 479.7 497.4 4ok.3 
Wages per employee (Oct 69 = 100) 192.5 198.6 - 
Consumer prices (Sept 1966 = 100) 8/80 169.8 175.9 184.8 
Wholesale prices (1963 = 100) 8/80 142.9 148.3 155.9 


MONEY: 

Monetary base (SF millions) 7/80 5) 38,193 36,953 30,378 
Federal debt (SF millions) 13,559 13,659 - 
Central bank discount rate 7 2 3 ~ 
Government bond yield 8/80 3.33 3.45 4,87 3.5 


BALANCE OF PAYMENTS AND TRADE: 

Gold and foreign exchange reserves 

(SF millions) 10/80 51,305 39,849 31,428 ; - 28.7 
Balance of Payments (current account) 8,0h0 4,195 - ; - 48 
Balance of Trade (SF millions) 9/80 - 519 - 4,706 - 9,052 ; 907 
Exports (FOB) 41,780 44,025 36,299 i 9.5 
Swiss Exports to US 2,974 2,993 2,300 ‘ 0.6 
Imports (CIF) 42,299 48,731 45,351 ; 11.5 
Swiss Imports from US 3,170 3,049 3,056 ; - 0.9 


MAIN INDUSTRIAL IMPORTS FROM US (1979 - SF millions): 

Aircraft & Aircraft Parts (356.4); Industrial Machinery (316.1); Precious Stones, 
Platinum, Silver (266.7); Organic Chemicals (216.7); Communications and Power 
Equipment (215.1); Optical, Medical and Industrial Process Control Instruments 
(214.3); EDP Systems, Business Machines (202.6). 


) 


1) as of latest date show 

2) 1980 through latest date shown over the same period in 1979 

3) 4th Qtr data for 1978 and 1979, pct change from same Qtr previous year, 
latest for 1980 (2 Qtr) 

4) average for 1978 and 1979, turnover traditionally expands during final two 
months of each year. 

5) End year data for 1978 and 1979 
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THE ECONOMY AT A GLANCE 


Real economic growth in 1979 was 2.5 percent, well above Gov- 
ernment expectations and a significant advance over the 0.3- 

percent growth in real gross national product (GNP) recorded 

in 1978. 


During the first three quarters of 1980, domestic consumer 
demand, construction (residential and industrial), and 
exports--the principal supports for growth in 1979--showed 
continued, yet unequal, strength. A conservative forecast 
points to GNP growth for full-year 1980 within the 3-percent 
range. 


Inflation has become a more pronounced concern for Swiss auth- 
orities, a direct consequence of heavy domestic demand, vigor- 
ous construction, and a weakening of the Swiss franc in real 
terms during the past year, which has driven up the cost of 
imports. 


The unemployment rate is 0.2 percent; i.e., virtual full em- 
ployment, a factor that may contribute to near-term demands for 
higher wages. Isolated threats of strikes have already occurred 
in this "strikeless" economy. Softening in some industries next 
year will tend to quiet labor demands. 


Outlook for 1981 points to some softening of export demand, 
which may serve to moderately dampen inflation impulses, ease 
the tight labor market, and reduce private consumption. How- 
ever, an economic slowdown is not expected before mid-1981. 


The trade deficit for 1980 was expected to be at a record level, 
and the current account will be in deficit for the first time 
Since 1965. 


Fiscal policy is cautious and can be expected to remain so over 
the near and medium term. Responding to constituent demands, 
Parliament is focusing a critical eye on the growing Federal 
deficit. No expansionary initiatives at either the Federal or 
cantonal level are on the horizon. 


Monetary policy is restrictive and directed toward a predict- 
able, yet modest, expansion of money supply to support stable, 
noninflationary economic growth. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Strong Growth Through 1980 and Into 1981 


Despite a general weakening in growth in the major western econ- 
omies, the Swiss economy has shown resilience and unexpected 
strength. While there are signs that the slowdown in the econ- 
omies of Switzerland's important trading partners could lead in 
the coming months to a reduction in export sales--one third of «.« 
Swiss GNP--this was not expected to have a significant impact on 
economic growth in 1980. Real GNP was expected to increase 3 
percent for 1980, following 2.5 percent in 1979, and 0.3 percent in 
1978. Accompanying this growth has been Switzerland's unrivaled 
success in combating inflation and unemployment, now at about 

4 and 0.2 percent, respectively. 


Recently conducted industrial surveys portray across-the-board op- 
timism well into 1981. Domestic and foreign orders in the third 
quarter of 1980 increased for all sectors, particularly in the 
machine metal, paper, and chemical industries. The rate of in- 
crease was most pronounced in domestic orders, a development ex- 
pected to partly compensate for a softening in foreign demand. 


The weakness of the Swiss franc over the past year (down 7 percent 
on a trade-weighted basis) has been identified by a wide range of 
industries as a chief reason for the strength of orders from 
abroad. However, this is a double-edged sword: While the weak- 
ness enhances the price competitiveness of Swiss products manu- 
factured for export, the cost of imports increases. 


Principal Components of Economic Strength 


The principal factors that contributed to the growth of the econ- 
omy in 1979 were domestic consumer demand, construction, and ex- 
ports. Each of these components showed continued, yet unequal, 
strength throughout 1980. The strength of private consumption (up 
5.6 percent in 1979) is partly attributable to the nation's full 
employment, the confidence and security such a climate fosters, 
and the housing construction boom. It is also related to the lag 
effect of the country's having fully absorbed world oil price in- 
creases in the late 1970's without serious domestic consequences. 
This was possible because of the sharp appreciation of the Swiss 
franc between mid-1977 and late 1978. 
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There has been a surge in housing construction, up 17 percent for 
single-family houses in the first half of 1980. A major factor 

in the housing boom is the relatively low mortgage rate (about 

5.5 percent). Widespread anticipation that this rate will in- 
crease in early 1981, despite political pressure to the contrary, 
has contributed to a sudden increase in mortgage credit and build- 
ing approval in the past several months. Delivery and supply 
problems, combined with a sizable existing backlog of orders and 
continued demand, have forced up prices in the building sector and 
are major contributors to domestic inflation. Nevertheless, con- 
struction demand for both residences and industry is expected to 
continue well into 1981. In the first seven months of 1980, cred- 
it approval by banks for residential construction expanded by 28 
percent, an indication that construction demand will probably con- 
tinue. 


Expansion of industrial construction has been the result of struc- 
tural adjustment associated with price competition from abroad and 
of the increases in energy costs. Corporate plans for new con- 
struction expanded by 29 percent in the first half of 1980, com- 
pared to only 2.3 percent in the last half of 1979. 


Exports in 1979 grew by over 5 percent. However, the growth rate 
in real terms at mid 1980 was about half the rate of a year 
earlier. This is partly the result of weakness in export demand 
in consumer goods and semifinished products. There is evidence 
that weaknesses in these areas could be attributable to strains 
in capacity use that have been reached in various manufacturing 
sectors. Demand remains strong for big-ticket capital and in- 
vestment intensive goods, both of which are important elements in 
the export sector of the country. 


Employment--Almost Full 


Current unemployment at 0.2 percent of the work force amounts in 
absolute terms to several thousand workers. In the second quarter 
of 1980, employment expanded by 2.2 percent, compared to 1.1 per- 
cent in 1979. Reflecti: . the surge in residential and industrial 
building, construction employment grew by 8.7 percent, three times 
the rate of increase of the preceding year. Industrial and service 
sector employment expanded by 1.5 and 1.7 percent, respectively. 

A growing number of firms have experienced difficulties in recruit- 
ing qualified personnel, a situation that has begun to hamper pro- 
duction. The number of foreign workers has increased 2 percent in 
each of the last 2 years and amounts to just under 25 percent of 
the total work force. 





Inflationary Pressures 


Switzerland's record as one of the best performers in combating 
inflation is now showing evidence of change. Vigorous domestic 
demand, higher costs for imported goods, and the tight labor mar- 
ket have paved the way for both price and wage inflation. The 
consumer price index is unlikely to remain at the 3.8-percent 
level (year on year) recorded at the end of September 1980. Do- 
mestic food prices--in reaction to abnormally bad weather--have 
already begun to increase, up 9.8 percent in the July/August 1980 
period. Wholesale prices for consumer goods rose 4.2 percent in 
the July/August 1980 period--increases that will be reflected in 
future consumer price indexes. This increase is significantly 
above the 2-percent increase recorded at the end of 1979. The 
cost of imports continues to plague price developments, particu- 
larly in the face of strong domestic demand and the weakness of 
the Swiss franc (SF). 


Expanding Trade Deficit--Prospects for Current Account Deficit 


Switzerland's trade account deteriorated significantly during 
1979 and 1980. At the end of September 1980, the trade deficit 
was almost three times that recorded for the first 9 months of 
1979. This development has continued to erode the country's cur- 
rent account position, which dropped from a surplus of SF 8 bil- 
lion in 1978 and SF 4.2 billion in 1979 to a probable, yet slight, 
deficit in 1980, the first since 1965. A major problem confront- 
ing Swiss authorities is the deterioration in the terms of trade: 
While imports rose in real terms by only 4.4 percent and exports 
by 2.7 percent in the first 8 months of 1980, the sharp rise 

in average prices forced up import values by 29.6 percent, compared 
to 14.4 percent for exports. 


As was the case in 1979, the trade deficit has resulted from a 
surge in imports, resulting from heavy consumer demand, domestic 
construction, and higher prices for petroleum. Petroleum and 
petroleum distillates now account for 12.6 percent of the value of 
all imports, compared with 11 percent in 1979 and 8 percent the 
preceding year. This development is almost entirely the result of 
Oil price increases. (Swiss conservation efforts have been among 
the most effective in the Organisation for Economic Co-Operation 
and Development (OECD).) Imports are expected to maintain their 
steady growth into the first part of 1981 and, at least for non- 
petroleum products, begin to weaken by midyear as an anticipated 
reduction in export orders starts to carry over into the domestic 





Ras 


economy, loosen the tight labor market, and moderate consumer de- 
mand. A bright spot in the external payments picture is the 
strong recovery in tourism. There was a 19-percent increase in 
foreign tourists in the summer of 1980, the sharpest increase 
since 1970, a development that should improve tourism receipts 
well above the 0.2-percent increase recorded in 1979 and the 7.2 
decrease the previous year. 


Conservative Monetary and Fiscal Policies 


Since 1975, the Swiss National Bank (SNB) has focused monetary 
policy on the controlled growth of money supply with price stabil- 
ity as the highest economic priority. There was a l-year period 
between 1978 and 1979 when the SNB temporarily shifted its focus 
to exchange market stability and a reversal of the sharp apprecia- 
tion of the Swiss franc. This policy shift was partly motivated 
by commercial considerations: The country's export industries 
foresaw a major near-term loss of price competitiveness to foreign 
manufacturers and hence a direct impact on employment and Switzer- 
land's economic strength. SNB exchange market activities were and 
continue to be coordinated with the other major central banks. 
Since late 1979, SNB policy has refocused on the gradual expansion 
of money supply and presently has a stated objective of 4 percent 
growth in the monetary base. 


The stability of the exchange markets during 1979 and 1980 en- 
abled SNB to dismantle the various capital controls imposed 

to discourage disruptive capital inflows and speculation in the 
Swiss franc, including the prohibition on nonresident purchases of 
SF-denominated securities and the negative interest rate on non- 
resident SF deposits. In recent months there has been growing 
concern regarding the persistent weakness of the Swiss franc, 
particularly in the face of the significant inflation rate dif- 
ferentials between Switzerland and other major industrial nations 
and the deterioration in the terms of trade. 


The significance of fiscal policy in Switzerland is tempered by 

the fact that Confederation (Federal) expenditures constitute only 
one-third of total official outlays, the remaining two-thirds come 
from cantonal and community governments. Fiscal policy is restric- 
tive; public expenditures as a share of GNP are lower than in most 
OECD countries. In the face of near full employment and strong 
domestic demand, there is neither an impetus nor public desire for 
expansionary programs. To the contrary, Parliament last year 
initiated a major review of Federal spending objectives with a 





stated purpose of reducing Federal expenditures and balancing the 
budget by 1983. The budget deficit in 1979 was SF 1.8 billion or 
1.1 percent of GNP. While hardly expansionary, the deficit has 
drawn considerable public criticism and may have contributed to 
voter rejection in May 1979 of the proposed value-added tax. Re- 
cent Parliamentary debate, however, indicates that major expendi- 
ture reductions will be difficult to achieve and that certain 
revenue initiatives, notably a tax on banks, will be difficult to 
pass. Any expenditure reduction at the Federal level will prob- 
ably be shifted to the cantonal and local governments, which have 
been experiencing budgetary surpluses. 


IMPLICATIONS FOR THE UNITED STATES 


Despite the surge in Swiss imports during 1980 (up 29 percent in 
the first three quarters), the U.S. share of this increase grew 
only modestly. The U.S. share of imports at the end of September 
1980 represented 6.7 percent of total imports, compared with 6.3 
percent for 1979 and 7.5 percent for 1978. Nevertheless, U.S. ex- 
ports to Switzerland in 1980 grew by over 35 percent, a very 
favorable development when compared to the 21-percent increase in 
Swiss exports to the United States and in sharp contrast to the 
slight decrease in the value of Swiss imports from the United 
States in 1979. 


Switzerland's small population--6.4 million--offers one of the 
richest markets in the world (per capita GNP is $US 15,700). An 
active trader, Switzerland has been a strong supporter of General 
Agreement on Tariffs and Trade (GATT) negotiations to liberalize 
trade in industrial products (the agricultural sector is another 
matter). Given the range of high-quality products available from 
foreign and domestic sources, the market is competitive and demand- 
ing. Working with Swiss supermarket and department store chains, 
which are familiar with local preference, which varies widely from 
region to region in this multilingual society, offers a convenient 
method for consumer market penetration. 


As a high-cost producer, Switzerland is investing heavily in 
labor-saving equipment, and prospective suppliers will find strong 
demand for computer and peripheral equipment, electronics, ad- 
vanced business equipment, process controls, biomedical equipment, 
pollution control equipment, security systems, packaging machinery, 
and supplies. On the consumer side, quality home textiles and 
sportswear are good prospects. A broad range of quality consumer 
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products could be sold here in small quantities, given the rela- 
tively narrow market. Successful exporters have found that work- 
ing with local agents/distributors is the most efficient means of 
doing business. Technical support, marketing assistance, and 
prompt aftersales service are essential as is readiness to adapt 
products to Swiss standards. In short, American exporters willing 
to make a longer-term commitment to the Swiss market will find 
lucrative opportunities. 


Swiss at all income levels are able more than ever to afford U.S. 
vacations and interest in trans-Atlantic travel is running high. 
Resort and other travel industry promoters are once again reminded 
that directing increased promotional resources to this market is 
well worth the effort. 


Swiss policy toward direct private investment remains positive, 
and Swiss industry is increasingly interested in licensing and 
joint-venture arrangements with U.S. firms in advanced technology 
sectors. However, foreign ownership of Swiss real estate is 
limited by strict Federal and local laws. U.S. direct investment 
in Switzerland amounted to $US 7.4 billion at the end of 1978--the 
latest year for which data are available. High domestic costs 
have probably discouraged any significant growth. On the other 
hand, local industry finds investing in the United States increas- 
ingly attractive, and the $US 2.8 billion investment figure posted 
at the end of 1978 is likely to be advancing rapidly. 


# U. S. GOVERNMENT PRINTING OFFICE: 1981—341-007/368 





LOOKING FOR A GOOD 


market 


research 
tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, community, commercial, or 
economic conditions in more than 100 coun- 
tries. 

Included is all in-depth market research 
performed by Commerce's Export Develop- 
ment offices in support of the Department's 
trade promotion programs. 

About 50 reports, sent to Washington by 
U.S. Embassies and Consulates abroad, 
are received and indexed each month. 


Annual subscription for 12 issues of the 
FMR index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


Nationa! Technical Information Service 
U.S. Department of Commerce 

5285 Port Royal Road, 

Springfield, Virginia 22161 

Telephone: (703) 487-4630 


or your nearest 
U.S. Department of 
Commerce District Office 


or 
International Trade Administration 
Export Communications—Room 4009 
Attn: FMR Index 

U.S. Department of Commerce 
Washington, D.C. 20230 

Telephone: (202) 377-2373 








TRAVEL with Overseas Business Reports 
(OBRs)—60 a year—to get detailed information on 
overseas trade and investment conditions and 
opportunities. 


SEE the OBR Marketing In series for information 
about a selected foreign country’s 


YZ trade patterns 

a ~~ industry trends 

, distribution channels 
transportation facilities 
trade regulations 


prospects for selected U.S. products 


SEE the OBR Market Profile series for an economic 
digest of countries in a particular marketing region. 


TAKE yay Take a look at the country’s 
foreign trade 
TOUR OF foreign investment 
finances 
POTENTIAL ene 
basic economic facilities 
=a i natural resources 
MARK population 


SEE the OBR World Trade Outlook series for a twice- 
a-year analysis of U.S. export prospects to al/ major 


trading countries. 
" VIEW other special reports such as: 
Appraisal of China’s Foreign Trade Policy 
. Basic Data on the Economy of the Soviet Union 
A Business Guide to European Common Market 
A Guide to End Users and Research Organizations 
in Hungary 


® Quarterly statistics reports on U.S. foreign trade 


START your tour now for only $40 a year by mailing 
the coupon below. 


(Single copies are available for $1.25 each from the Publication Sales Branch, Room 1617, 
U.S. Department of Commerce, Washington, D.C. 20230.) 


(please detach here) 


0 Remittance Enclosed 
SUBSCRIPTION ORDER FORM (Make checks payable 
ENTER MY SUBSCRIPTION TO OVERSEAS __No additional postage is required for to Superintendent of 
BUSINESS REPORTS at $40 a year. mailing within the United States or Documents) 
Add $10 for foreign mailing. its possessions. 


Send Subscription to: CO Charge to my Deposit 
Account No. 
NAME—FIRST, LAST 


COMPANY NAME OR ADDITIONAL ADDRESS LINE 


MAIL ORDER FORM TO: 
STREET ADDRESS Superintendent of Documents 


Government Printing Office 


Washington, D.C. 20402 
STATE 





